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INTEREST  SUBSIDY  GRANTS' 

Notice  of  Proposed  Rulemaking 

The  Department  of  Housing  and  Ur¬ 
ban  Devel(^>ment  herewith  publishes 
pn^xrsed  regtilations  Implementing  sec¬ 
tion  802(c)  (2)  oi  the  Housing  and  C<xn- 
munlty  Development  Act  of  1974.  Pub. 
L.  92^83.  88  Stat.  633.  (42  USC  1440(0 

(2) ) .  Under  that  subsection,  the  Secre¬ 
tary  Is  authorized  to  make  grants  to  a 
total  ot  $600  million,  at  a  rate  ot  not 
more  than  $15  millimi  per  year,  for  the 
benefit  of  State  housing  finance  or  de¬ 
velopment  agencies  to  subsidize  up  to 
S3)t  percent  Interest  payable  (m  their 
bonds,  debentures,  notes  or  other  oUl- 
gatl<ms  which  are  made  subject  to  Fed¬ 
eral  taxation  at  the  election  of  the  State 
agency  and  which  are  Issued  to  finance 
certain  devdoixnent  activities.  The  De¬ 
partment  has  determined  that  these  In¬ 
terest  subsidy  grants  will  be  used  solely 
to  facilitate  provision  of  the  maximum 
number  of  housing  units  for  lower  In- 
ecxne  families  through  new  construction 
m  sutetantlal  rehabilitation.  Therefore, 
these  grants  will  be  cmnmltted  only  to 
Btate  housing  finance  or  development 
agencies  tilglble  to  participate  in  the 
Dq)artment*s  program  under  section  8 
of  the  United  States  Housing  Act 
1687.  as  amended,  for  the  purpose  of  sub- 
Mdl^ng  interest  payments  cm  taxable  fi¬ 
nancing  Issued  la  order  to  undertake  new 
eonstructlon  and  substantial  rehabilita¬ 
tion  projects  under  section  8.  The  pro¬ 
posed  regulations  set  forth  the  proce¬ 
dures  and  requirements  for  submission 
of  apifilcatl<ms  lor  Interest  subsidy 
grants,  procedures  tor  selecti<m  and 
proval  ot  applications  by  the  Depart¬ 
ment,  and  general  proglam  standards. 

Interested  persons  are  invited  to  sub¬ 
mit  written  comments  or  views  (m  this 
pn^xaed  Part  260  by  filing  them  with 
the  Rules  Docket  Clerk.  Rocun  10141.  De¬ 
partment  of  Housing  and  Urban  Devel- 
<Hxnent,  451  Seventh  Street,  S.W..  Wash¬ 
ington,  D.C.  20410.  All  relevant  material 
received  In  the  foregoing  office  before 
July  7.  1976.  wlU  be  ccmsldered  before  a 
Ona.1  is  adopted.  Copies  of  written 
views  or  c<xnments  will  available  for 
public  examination  during  r^rular  busi¬ 
ness  hours  at  the  fOTegoing  office.  The 
DQiartment  has  decided  that  an  abbre¬ 
viated  comment  period  is  necessary  in 
order  that  final  regulations  may  be 
published  in  time  to  allow  the  Depart¬ 
ment  to  obligate  the  funds  by  Septem¬ 
ber  30,  1976. 

A  Finding  ctf  Inapplicability  of  i  102 
(2)(C)  of  the  Natl<mal  Environmen¬ 
tal  Policy  Act  of  1969  has  been  made  tax 
acomxlance  with  HUD  Handbook  1390.1 
with  respect  to  these  proposed  regula- 
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tlons.  A  copy  of  this  Finding  of  Inap¬ 
plicability  will  be  avsdlable  for  public 
Inqptectlon  during  regular  bxislness  hours 
at  the  Office  of  the  Rules  Docket  Clerk, 
at  the  address  set  forth  above. 

It  is  hereby  certified  that  the  economic 
and  infiationary  Impacts  of  these  pro¬ 
posed  regulations  have  been  carefully 
evaluated  in  accordance  with  OMB  Cir¬ 
cular  No.  A-107. 

It  is  proposed  to  amend  Chapter  n. 
Subchapter  B,  of  Title  24  of  the  Code  of 
Federal  Regulations  by  adding  a  new 
Part  260  to  provide  as  set  forth  below: 

PART  260— INTEREST  SUBSIDY  GRANTS 

Sec. 

260.1  Purpose. 

260.2  Definitions. 

260.3  Applications. 

260.4  Selection  and  i4>proval  of  applications. 

260.5  Program  standards. 

Aittboritt:  Sec.  7(d) ,  Department  of  HDD 
Act  (42  UA.C.  3635(d):  I  803(e)  (2).  Houmig 
and  Community  Development  Act  ot  1874 
(Pub.  U  93-383,  88  Stat.  633,  (43  UA.C. 
1  1440(c)(2))). 

S  260.1  Purpose. 

These  regulations  establish  rules  and 
procedures  for  Implmientatlon  by  the 
Secretary  of  Section  802(e)(2)  ot  the 
Housing  and  Community  Develoixnent 
Act  of  1974  to  the  extent  of  all  currently 
available  contract  and  budget  authority 
under  that  subsectlfm.  State  housing  fi¬ 
nance  and  devdopment  agencies  current¬ 
ly  obtain  ciqiital  for  low  Income  housing 
development  through  the  Issuance  of 
tax-exempt  financing.  Section  802(c)  (2) 
authorizes  the  Secretary  to  make,  and  to 
contract  to  make,  grants  to  or  on  behalf 
of  eligible  State  agencies  to  cover  not 
to  exceed  33^3  percent  of  the  Interest 
payable  on  their  bonds,  debentures,  notes 
and  other  obfigatlons  which  are  made 
subject  to  Federal  taxation  and  which 
are  Issued  to  finance  certain  development 
activities  including  the  provision  of  hous¬ 
ing  for  lower  income  families.  Thus,  Sec¬ 
tion  802(c)  (2)  and  these  regulations  af¬ 
ford  eligible  State  agencies  the  option 
of  using  taxable  obligations  to  finance 
certain  of  their  development  activities. 

S  260.2  Definitions. 

(a)  “Eligible  obligation” — ^Any  bond, 
note,  debenture  or  other  obligation 
which: 

(1)  Is  Issued  by  an  eligible  State 
Agency; 

(2)  Is  Issued  for  the  purpose  of  financ¬ 
ing  the  construction  or  development  of 
eligible  projects;  or  Issued  to  refinance 
short-term  obligations  of  the  same  Issuer 
Issued  for  such  purpose; 

(3)  Is  Issued  for  a  term  Including  re¬ 
financings,  which  generally  shall  not  ex¬ 
ceed  forty  (40)  years  but  which  may  ex¬ 
ceed  40  years  when  approved  on  a  case- 
by-case  basis  Includl^  refinancing,  for 
good  cause,  by  the  Secretary; 

(4)  Would  not  have  been  subject  to 
Federal  taxation  except  for  the  decision 

the  eligible  State  agency  to  obtain 
assistance  undo*  Section  802;  axxl 


(5)  Provides  for  Interest  payments  on 
the  full  outstanding  principal  balance  of 
the  obligation  no  less  frequently  than 
aimually. 

(b)  “Eligible  project’* — ^A  new  con¬ 
struction  or  substantial  rehabilitation 
(as  defined  In  24  CFR  883.202)  project 
for  which  a  final  proposal  has  been  ap¬ 
proved  by  the  Secretary  pursuant  to  24 
CTFR  880.210(C).  881.210(c)  or  883.311 
(a)._ 

(c)  “Eligible  State  Agency” — ^A  Hous¬ 
ing  Finance  Agency  (HFA),  designated 
by  the  Governor  of  the  State  (or  Gover- 
nors'in  the  case  of  an  interstate  agency) 
for  purposes  of  participating  In  the  pro¬ 
gram  under  this  Part  and  which  has  been 
ai^roved  as  a  participating  agency  pur¬ 
suant  to  S  883.103  of  this  Title. 

(d)  “Secretary” — ^The  Secretary  of 
Housing  and  Urban  Development  or  an 
officer  authorized  to  perform  the  func¬ 
tions  (tf  the  Secretaiy. 

(e)  “State”— Any  State  of  the  United 
States,  the  District  of  Columbia,  the 
Commonwealth  of  Puerto  Rico,  or  any 
territory  or  possession  of  the  United 
States. 

(f)  “Subject  to  Federal  taxation** — ^An 
obligation  is  deemed  subject  to  Federal 
taxation  for  purposes  of  this  Part,  If  the 
Interest  paid  thereon  and  received  by  the 
purchaser  thereof  (or  his  successor  in 
interest)  shall  be  Included  In  gross  in¬ 
come  for  the  pxirposes  of  Chapter  1  of  the 
Internal  Revenue  Code  of  1954. 

§  260.3  Applications. 

(a)  Any  eligible  State  agency  may 
apply  for  Interest  subsidy  grants  under 
this  Part;  however,  the  allocation  of 
grant  contract  authority  requested  by  a 
single  such  agency  for  the  period  com¬ 
mencing  October  1. 1976  and  ending  Sep¬ 
tember  90, 1977,  shall  not  exceed  $2  mil¬ 
lion,  nor  Shan  the  allocation  requested 
exceed  $2  million  of  contract  authority 
for  use  in  any  subsequent  annual  period. 
Application  will  be  processed  in  two  sep¬ 
arate  groups  as  more  fully  described  in 
8  260.4.  *1*0  be  processed  with  the  first 
group,  an  application  must  be  delivered 
to  the  Office  of  Assisted  Housing,  Room 
6106,  HUD  Building,  451  7ih  Street, 
S.W.,  Washington.  D.C.  20410  no  lat^ 
than  5:00  pjn..  August  20,  1976.  Appli¬ 
cations  so  delivered  after  5:00  p.m.  Au¬ 
gust  20,  1976  and  prior  to  5:00  pjn.  Sep¬ 
tember  20,  1976  will  be  processed  with 
the  second  group.  Applications  so  de¬ 
livered  after  5:00  pm.  September  20, 
1976,  will  be  rejected.  Applications  must 
be  placed  in  a  sealed  env^ope  marked 
“8  802(c)  (2)  Interest  Subsidy  Applica¬ 
tion**  and  must  state  or  Include  the 
following: 

(DA  certificate  executed  by  the  Gov- 
emor(s)  of  the  State(8)  In  v^ch  the 
aimlicant  conducts  development  activi¬ 
ties  authorizing  the  applicant  to  receive 
Interest  subsidy  grants  under  this  Part 
and  approving  the  application. 

(2)  The  amount  of  Interest  subsidy 
grants  requested,  for  the  period  eom- 
menclDg  October  1,  1976,  and  ending 
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September  30.  1977,  and  the  maximum 
annual  amoimt  of  Interest  subsidy  grants 
requested  for  any  Federal  fiscal  year  dur¬ 
ing  the  term  of  the  eligible  obligation. 

(3)  The  estimated  capital  amount  of 
the  eligible  obligation  to  which  those 
grants  will  be  applied. 

(4)  The  actual  or  anticipated  Issue 
date  of  the  eligible  obllgatlcm. 

(5)  A  duly  certified  resolutkm  of  the 
applicant  stating  that  the  bond,  deben¬ 
ture,  note,  or  other  obligation  to  which 
the  Interest  subsidy  grants  requested  will 
be  applied,  Is,  or  will  be.  an  eligible  obli¬ 
gation. 

(6)  A  description  of  the  major  antici¬ 
pated  features  of  the  eligible  obligation 
to  which  the  Interest  subsidy  grrants  re¬ 
quested  will  be  applied.  Including  term, 
type,  amortization  schedule.  Interest 
rate,  total  Interest  payable,  acceleration 
rights,  prepayment  rights  and  penalties, 
and  Identification  of  purchasers  of  the 
obligation  (If  known  at  time  of  applica¬ 
tion  submission) . 

(7)  The  estimated  total  amount  of  In¬ 
terest  subsidy  grants  required  during  the 
term  of  the  eligible  obligation,  the  per¬ 
centage  of  Interest  payable  on  the  eli¬ 
gible  obligation  anticipated  to  be  de¬ 
frayed  by  those  grants  (not  to  exceed 
33  Va  percent) ,  and  the  estimated  amount 
of  such  grants  for  each  annual  period 
commencing  October  1.  1977,  until  the 
expiration  of  the  eligible  obligation. 

(8)  The  requested  manner  of  grant 
payment  (l.e.,  annually,  semi-annually, 
quarterly)  and  identification  of  disburs¬ 
ing  agent,  if  known. 

Each  application  must  be  executed  by  an 
authorize  officer  of  the  eligible  State 
agency  and  must  be  accompanied  by  an 
opinion  of  the  counsel  for  the  eligible 
State  agency  as  to  the  authority  of  that 
officer  or  official  to  so  execute  the  ap¬ 
plication  on  behalf  of  the  eligible  State 
agency. 

S  260.4  Selection  and  approval  of  appB- 
cationa. 

(a)  First  group  (1)  All  applications 
delivered  prior  to  5:00  pm.,  August  20. 

1976,  and  otherwise  meeting  the  require¬ 
ments  of  §  260.3  of  this  Part  will  con¬ 
stitute  the  first  group  and  will  be  re¬ 
viewed  by  the  Secretary  to  determine 
acceptability  under  this  Part.  If  the  total 
amount  of  interest  subsidy  grants  re¬ 
quested  by  acceptable  applications  for 
'the  period  commencing  October  1,  1978, 

and  ending  September  30,  1977,  does  not 
exceed  $15  million,  then  all  such  appli¬ 
cations  In  the  first  group  shall  be  iq>- 
proved,  and  commitments  for  Interest 
subsidy  grants  in  the  amoimts  applied 
for  shall  be  executed  by  the  Secretaiy. 

(2)  If  the  total  amount  of  Interest  sub¬ 
sidy  grants  requested  by  these  applica¬ 
tions  for  the  period  commencing  Octo¬ 
ber  1,  1976,  and  ending  September  30. 

1977,  or  for  any  subsequent  annual  pe¬ 


riod  exceeds  $15  million,  then  the  appli¬ 
cations  shall  be  ranked  according  to  the 
ratio  of  the  maximum  annual  interest 
subsidy  grant  requested  during  the  term 
of  the  eligible  obligation  to  the  total  prin¬ 
cipal  amount  of  said  eligible  obligation. 
First  ranking  shall  be  awarded  to  the  ap¬ 
plication  with  the  lowest  such  ratio;  Sec¬ 
ond  ranking  shall  be  awarded  to  the  ap¬ 
plication  with  the  second  lowest  su^ 
ratio,  and  so  forth.  In  the  event  of  a  tie, 
higher  ranking  as  between  the  tied  ap¬ 
plications  shall  be  awarded  to  that  ap¬ 
plication  setting  forth  the  earlier  antic¬ 
ipated  Issue  date  for  the  eligible  obliga¬ 
tion.  The  Secretary  will  then  approve 
applications  In  the  order  of  ranking  and 
execute  commitments  of  contract  au¬ 
thority  for  interest  subsidy  grants  in  the 
maximum  annual  amounts  requested.  In 
the  event  it  is  not  possible  under  this 
procedime  to  execute  a  commitment  for 
the  total  maximum  annual  amounts  of 
interest  subsidy  grants  requested  by  an 
application,  the  applicant  shall  be  so  ad¬ 
vised  by  the  Secretary  and  given  the  ca¬ 
tion  of  either  accepting  a  commitment 
equal  to  the  then  available  annual 
amoimts  of  Interest  subsidy  grants  or 
relinquishing  its  ranking  to  the  next 
ranked  applicant 

(b)  Second  group.  If  the  total  amount 
of  interest  subsidy  grants  for  the  period 
cmnmencing  October  1,  1976,  and  ending 
September  30, 1977,  or  for  any  subsequent 
annual  period  requested  by  acceptable 
applications  In  the  first  group  equals  or 
exceeds  $15  million,  then  all  applications 
delivered  pursuant  to  §  260.3  of  this  Part 
after  5:00  p.m.  August  20,  1976,  will  be 
rejected.  If  the  total  amount  of  interest 
subsidy  grants  for  the  period  commenc¬ 
ing  October  1,  1976,  and  ending  Septem¬ 
ber  30,  1977,  for  any  subsequent  annual 
period  requested  by  acceptable  applica¬ 
tions  in  the  first  group  is  less  than  $15 
million,  then  all  applications  delivered 
after  5:00  p.m.  August  20, 1976,  and  prior 
to  5:00  p.m.  September  20,  1976,  and 
otherwise  meeting  the  requirements  of 
S  260.3  of  this  Part,  will  constitute  the 
second  group  and  will  be  reviewed  by  the 
Secretary.  If  the  total  amount  of  interest 
subsidy  grants  for  the  period  commenc¬ 
ing  October  1,  1976,  and  ending  Septem¬ 
ber  30,  1977,  or  any  subsequent  annual 
period  requested  by  acceptable  applica¬ 
tions  in  the  second  group  does  hot  exceed 
the  difference  between  $15  million  and 
the  total  amount  of  such  grants  for  such 
periods  requested  by  applications  in  the 
first  group,  then  all  of  the  applications  in 
the  second  group  shall  be  approved,  and 
commitment  for  Interest  subsidy  grants 
In  the  maximum  annual  amounts  applied 
for,  shall  be  executed  by  the  Secretary.  If 
the  total  amounts  of  Interest  subsidy 
grants  requested  by  applications  in  the 
second  group  for  the  period  commencing 
(October  1,  1976,  and  ending  September 
30, 1977,  or  any  subsequent  annual  period 


exceeds  the  difference  between  $15  mil¬ 
lion  and  the  total  amount  of  such  grants 
for  such  period  requested  by  applications 
in  the  first  group,  thm  the  ranking  and 
commitment  systems,  as  set  forth  in 
§  260.4(a)  of  this  Part,  shall  be  used. 

(c)  Approved  Applicaticms.  Each  ap¬ 
plicant  for  which  a  commitment  is  exe¬ 
cuted  shall  be  notified  in  writing  by  tbs  ^ 
Secretary  of  such  commitment  and  the 
dollar  amounts  thereof.  Thereafter,  each 
such  applicant  will,  be  tendered  an  ap¬ 
propriate  contract  executed  by  the  Sec¬ 
retary  setting  forth  the  detailed  rights^ 
duties,  and  obligations  of  the  Secretary 
and  the  applicant  in  regard  to  the  inter¬ 
est  subsi^  grants  covered  by  the  ex¬ 
ecuted  commitment  for  such  applicant 
and  the  procedmes  for  payment  of  the 
grants.  At  a  minimum,  each  such  con¬ 
tract  shall  conform  to  the  program 
standards  set  forth  In  9  260.5. 

§  260.5  Program  standards. 

(a)  Interest  subsidy  grants  imder  this 
Part  will  be  made  only  to  eligible  State 
agencies  or  to  disbursing  agents  duly  de¬ 
signated  by  such  eligible  State  agencies. 

(b)  Interest  subsidy  grants  imder  this 
Part  may  be  appll^  only  to  eligible 
obligations. 

(c)  Interest  subsidy  grants  under  this 
Part  will  not  exceed  $15  million  per  year 
commencing  October  1,  1976  and  $600 
million  in  total  amount.  No  applicant 
may  receive  a  commitment  for  more  than 
$2  million  during  the  period  commencing 
October  1, 1976  and  ending  September  30, 
1977,  or  for  any  subsequent  annual 
period. 

(d)  Interest  subsidy  grants  under  this 
Part  for  any  eligible  obligation  shall  not 
exceed  33  Vb  percent  of  Interest  payable 
thereon. 

(e)  Interest  subsidy  grants  under  this 
Part  shall  be  paid  for  not  more  than  40 
years,  unless  a  longer  period  Is  approved 
on  a  case  by  case  basis  by  the  Secretary, 
Including  refinancings,  for  good  cause. 

(f )  Pasmients  of  interest  subsidy  grants 
under  this  Part  can  be  made  annually, 
semi-annually,  or  quarterly  at  the  op¬ 
tion  of  the  eligible  State  agency.  Each 
payment  wUl  be  made  at  a  fixed  percent¬ 
age  of  the  outstanding  principal  of  each 
eligible  obligation  to  which  the  payment 
relates,  whether  or  not  the  outstanding 
prlnclpial  is  in  fact  being  amortized  at 
the  rate  anticipated  by  the  application 
or  contract.  Said  percentage  shall  be 
calculated  according  to  the  ratio  of 
maximum  annual  Interest  subsidy  grants 
paid  to  the  total  principal  amount  of 
the  eligible  obligation  to  which  such 
grants  will  be  applied,  and  may  not  ex¬ 
ceed  the  ratio  previously  specified  In  the 
related  application. 

(g)  An  eligible  state  agency  must  bin 
the  Secretary  for  each  scheduled  grant 
payment  at  least  30  days  In  advance  of 
the  due  date  of  the  agency’s  scheduled 
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Interest  payment  on  Um  dlglble  obllga- 
tlon  to  which  the  grant  payment  will  be 
appUed.  The  bOllng  win  refer  to  the  case 
number,  the  amount  of  grant  paymttit 
due,  and  the  current  status  the 
agency's  payments  <m  the  debt. 

(h)  It  the  principal  amount  of  each 
dlgllde  oUlgatlon  Issued  by  an  approved 
applicant  Is  less  than  the  amount  set 
fmih  In  Its  approved  awllcatlon,  then 
the  approved  amounts  Interest  sub¬ 
sidy  grants  ccxnmttted  cm  the  basis  of 
said  apidloatl<m  shaD  be  reduced  accord¬ 
ing  to  ttie  ratio  of  prlnclpcd  amoimt  of 


eligible  otdlgatkm  set  forth  In  the  ap^ 
proved  wUcatlon  to  principal  amount 
of  each  tilglble  obligation  actually  Issued 
by  the  i^i^cant. 

(D  If  the  principal  amount  of  each 
eligible  obligation  Issued  by  an  approved 
an>llcant  Is  greater  than  the  amount  set 
forth  In  Its  approved  NVUcatlon,  no  ad¬ 
justment  shall  be  made  In  the  approved 
amounts  of  Interest  subsidy  grants  com¬ 
mitted  on  the  basis  of  said  application. 

(j)  A  ccsnmltment  of  Interest  subsidy 
grants  under  this  Part  auUxnatl- 
cally  terminate  In  the  event  the  aig>ll- 


cant  tells  to  Issue  the  ^Uglble  obliga¬ 
tion  for  which  the  grants  were  requested 
within  ninety  (90)  days  after  the  Issue 
date  qieclfled  In  Its  apidlcatlon. 


Issued  at  Washington.  D.C..  June  11. 
1976. 


Pass  J.  Tspslow. 
Deputy  Assistant  Secretary  for 
Housing  Production  and 
Mortgage  CredU-FHA  Com- 
misskmer. 


IVB  Doe.TO-lTSlS  rued  6-16-76:8:40  am] 


/ 


r 


IKIBAI  REGISTB.  VOL  41.  NO.  118— 1NUR8DAT.  iUM  17.  1*74 


